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Highlights 


Sales.............. $10,442,531,000 

Net Income ........... $105,563,000 

Net Income Per Share .......$4.07 

Number of Employees at Year-end ..... 133,035 

Total Stores at Year-end.........2,438 

Average Weekly Sales Per Store ............ $81,184 


$9,716,889,000 

$148,629,000 

$5.74 

127,004 

2,451 

$74,250 
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Message 

from the President 


Companyvvide sales totaled $10.44 billion 
in 1976. This was an increase of approxi¬ 
mately 7^% over the $9.72 billion regis¬ 
tered the previous year, even though vve 
had one less week of operation (1975 was 
a 53-week fiscal year). This is the first 
time a retail food firm has passed the $10 
billion milestone, and we are grateful to 
the ever-increasing numbers of satisfied 
customers who have made it possible. 
The new total represents a doubling of 
sales in the last five years and a tripling 
in ten. 

Profits were down in comparison to 

1975, due largely to a combination of 
competitive price wars, work stoppages 
and increases in operating expenses, but 
were significantly better than in any pre¬ 
vious 52-week fiscal period. Consolidated 
net income came to $105.6 million in 

1976, vs. $148.6 million in 1975 and S79.2 
million in 1974. 

Dividends paid on common stock in 
1976 amounted to S2.05 per share, mak¬ 
ing this the seventh consecutive year in 
which the annual dividend payout has 
been increased. 

During the year we opened 109 new 
stores and closed 122 older ones, a slight 
drop in units but a sizeable gain in 
square footage. Whereas the closed 
stores averaged about 16,000 square feet 
per unit, the new ones average nearly 
29,000 square feet. Indications are that 
we will open about 135 new units during 

1977, most of them in the superstore cat¬ 
egory. With population gains tapering off, 
longer range prospects for continued 


growth will be based not so much on 
"more mouths to feed", but on a program 
of providing our customers with ever- 
modern facilities and with the added 
selections they want and need as part of 
an increasing desire for one-stop shop¬ 
ping. 

Quentin Reynolds and J. G. Boswell II 
have decided not to stand for reelcction 
to the Board of Directors. Their wise 
counsel and energetic interest in the 
affairs of the Company will be greatly 
missed, and I would like to take this op¬ 
portunity to thank them for their out¬ 
standing contributions. Mr. Boswell has 
been a Director for twenty-one years, 
during a period of highly significant 
growth and change. Mr. Reynolds' re¬ 
tirement marks well over fifty years of 
dedicated service to this firm, for which 
he started working even before incorpo¬ 
ration in 1926. His steady rise from part- 
time clerk to the Chairman of the Board 
is truly an inspirational success stoiy. 

Several top level executive promotions 
in our retail operations resulted from the 
transfer to the Administrative Office of 
James A. Rowland and Dale L. Lynch, 
both former Retail Regional Managers. 
Mr. Rowland carries the title of Vice 
President:—Retail and Mr. Lynch of Vice 
President — Administration. 1\vo vice 
presidents retired during the year (Floyd 
H. Gifford and Robert L. Jaynes) and one, 
Forrest VV. Bird, passed away unex¬ 
pectedly. 

In the first portion of this report we at¬ 
tempt to describe the part played by mil- 




lions of people, in all walks of life, who 
participate in the complex process of get¬ 
ting food from the farm to the table. The 
concept held by some that a "middle¬ 
man" is some obscure parasite who con¬ 
tributes nothing but cost, is without 
foundation. Approximately one-fifth of all 
employed workers are middlemen in the 
food system. They include representa¬ 
tives of virtually every major occupa¬ 
tional category—accountants, adminis¬ 
trators, achitects, attorneys, bankers, 
brokers, chemists, clerks, contractors, 
data processors, designers, economists, 
engineers, government workers, inspec¬ 
tors, insurance underwriters, lab techni¬ 
cians, personnel specialists, plant work¬ 
ers, researchers, retailers, sanitation ex¬ 
perts, stenographers, truck drivers, 
union officials, university scientists, 
warehousemen, wholesalers—and on 
and on. This merging of specialized tal¬ 
ents has made it possible to take the 
bounteous harvest of modern farmers 
und transfer it to the kitchen shelf in an 
economical, safe and palatable form. We 
in Safeway are proud to be a small part of 
that great process. 

Although it is difficult to assess possi¬ 
ble effects of the abnormally severe win¬ 
ter, the outlook for the overall economy 
still appears to be promising. We believe 
it will provide a business climate wherein 
vve can generate positive results for our 
shareholders, our customers, our em¬ 
ployees, and our suppliers. 


it and Chief Executive Officer 
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he photo above dramatically attests to the 
achievements of a remarkable system — our food 
production, processing and distribution network. 

No other people in histoiy have enjoyed the j\bun- 
dance and wide variety of wholesome food we do to¬ 
day. That we have come to expect all this at reasonable 
prices is a tribute to the efficiency of our food industry 
and the productivity of those it employs. It takes a 


finely tuned production and supply network to sustain 
our collective food consumption, which just in the U.S. 
alone runs over 800 million pounds each day. It also 
takes the best efforts of a multitude of workers engaged 
in the thousands of functions and occupations that 
knit the system together. Directly or indirectly, about 
one out of eveiy five persons working is involved in 
various stages of producing, assembling, processing 
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A Family Eats... 



It takes 2 V 2 tons 
of food each year 
to keep this 
typical family 
healthy. Among 
the Safeway 
products shown 
at left are 1,043 
lbs. of meat, 
poultry and fish; 
1,752 lbs. of 
fruits, juices 
and vegetables; 
and 1,136 lbs. of 
dairy products. 


and distributing food as it flows from the field to the 
dinner table. 

These workers comprise three basic, economically 
interdependent groups: resource people (supplying 
the system with materials, services and capital); pro¬ 
ducers (growing crops and raising livestock); and mar¬ 
keters (processing food into acceptable form and get¬ 
ting it to the consumer). 


Resource People 

Members of the resources group supply the farmer 
with machinery, fuel, feed, livestock, fertilizer and 
other essential production components, as well as 
financial and technical assistance. They also provide 
the marketer with many non-farm resources since vir¬ 
tually every raw food product is processed in some 
way after it leaves the farm. 

When broadly defined in terms of supplying goods 
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...This Is What 



and services used in the other two sectors, the re- scenes roles in private industry include accountants, 

sources group embraces millions of people in all walks attorneys, bankers, building contractors, economists, 
of life. Those directly involved in this countiy include engineers, insurance brokers, market research 

employees of some 1,500 farm machinery firms, 5,000 specialists, meteorologists, oil refinery workers, rail- 

local fertilizer outlets and a host of feed suppliers. road freight forwarders and truckers, to name just a 

Other direct contributors are the equipment and few. Food-related jobs also abound in government 

packaging industiy workers who supply thousands agencies and institutions, such as the Department of 

of processing, wholesaling and retailing firms. Agriculture and the Food and Drug Administration in 

Millions of other workers also provide essential in- the United States, and Agriculture Canada and the 

puts to the food system, though often their participa- Food and Agriculture Division of the Anti-Inflation 

tion is not as clearly apparent. Those in behind-the- Board in Canada. 
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Makes It Possible 


Producers 

Crop and livestock producers, operating some 3.1 mil¬ 
lion farms in the U.S. and Canada, are the backbone of 
the food system. Thanks to their efficiency and high 
productivity, today’s farmers are able to reap a virtually 
endless harvest in the face of uncertain weather condi¬ 
tions, crop damage by pests and changing consump¬ 
tion patterns. 

The size and sophistication of a typical modern food 
production operation bear little resemblance to those 
of the past. So do the skills of the men and women 
who run these enterprises. A farmer in the 1970’s is 
likely to be a university-trained business manager, well 
versed in scientific breeding and tilling techniques, an 
expert in advanced irrigation practices, an accom¬ 
plished agronomist, a part-time veterinarian, and no 
stranger to computer technology. 


Full-Time Workers Directly Employed 
in the U.S. Food System (in millions) 


Farm Machinery and Supplies.. 1.5 

Farm Production 

Farm Owners and Members of Their Families.3.3 

Hired Farmworkers. 1.0 

Food Processing and Marketing 

Public Eating Places and Institutions.2.5 

Retail Food Stores.1.5 

Food Processing .1.5 

Wholesaling.0.7 


12.0 

In addition, an estimated 5 million workers arc indirectly in¬ 
volved in the food system, supplying essential goods, sen’ices 
and capital. 


Here's Where The Food Dollar Goes 



SOURCE: U.S.D.A. 
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Marketers 

After producers have converted inputs into outputs, 
food flows to the marketing sector for processing and 
distribution. In the U.S. alone, direct employment in 
food marketing exceeds six million, or about seven 
percent of the civilian workforce. 

The 28,000 commercial food processing establish¬ 
ments provide over 1.5 million of these jobs. Processors 
in turn support large employment in firms supplying 
glass, metal, paper and plastic containers and other 
packaging materials. 

Wholesalers comprise another important marketing 


sub-group, employing hundreds of thousands of work¬ 
ers in about 40,000 wholesale grocety outlets. These 
jobs are closely aligned with the rail and trucking in¬ 
dustries transporting agriculture-related products, 
which account for about one-fifth of all domestic 
freight traffic. 

Public eating places and institutions make up a third 
category within the marketing group and provide its 
largest share of employment: some 2.5 million jobs in 
over half a million establishments. 

The fourth marketing component —as well as the 
final and most visible link in the entire food distribu- 
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tion system — is the retail food store. Food stores, 
which include meat markets, retail bakeries, daily 
products outlets and other specialty shops in addition 
to grocery stores, account for a major share of all retail 
establishments and total retail sales. U.S. and Cana¬ 
dian grocety stores alone provide jobs for about two 
million workers. 

Even though the retail store is food's last step in the 
distribution network before it reaches the home, it too 
involves a complex interweaving of services needed to 
deliver products in attractive and useable form. 

And so it is with the other functions in the food sys¬ 


tem. All of them —providing farm production equip¬ 
ment and supplies; producing raw food; processing, 
packaging, wholesaling, assembling and eventually de¬ 
livering finished products to ultimate consumers — are 
necessary functions. No less essential are the often- 
overlooked, complementaiy functions such as product 
research, financing, transportation, energy consump¬ 
tion analysis, and so on and on. Together these 
thousands of functions, and of course the millions of 
men and women who perform them, sustain the un¬ 
paralleled standard of eating we enjoy today. 
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Your Family” 



U.S. and Canada, Safeway chemists, engineers, equip¬ 
ment operators and quality control inspectors closely 
monitor the production end of our extensive private 
label program. On the procurement side a well-trained 
corps of buyers, at Supply Division head offices and 
some 50 branch locations, assist our Retail Divisions 
in obtaining their perishables such as fresh meats 
and produce. They also purchase the scores of 
Safeway Brand products manufactured to our specifi¬ 
cations by others. 

At the Company's corporate headquarters in Oak¬ 
land and at Retail Division and Zone offices through¬ 
out our operating areas, staff specialists provide the 
administrative and technical assistance necessary to 
successfully run a business as large as ours. A rela¬ 
tively small number of our people cariy on these 
service functions, but they represent an impressive 
range of professions and activities. Some are account¬ 
ants, attorneys, design and construction specialists, 
economists, engineers, librarians and systems ana¬ 
lysts. Others specialize in advertising, employee 
relations, insurance, public affairs and real estate, 


to name just a few. 

Our people also participate off the job in a wide 
variety of civic and community activities. A Senior Vice 
President, for example, finds time in an extremely busy 
schedule to serve on the local metropolitan Board of 
Education Itwice as President); a staff member in one 
of our Retail Divisions has received national recogni¬ 
tion for decades of tireless assistance to the Boy 
Scouts; a groceiy clerk in Ontario coached his Little 
League baseball team to the Canadian championship; 
a Supply Division Manager, now retired, was the guid¬ 
ing force in establishing four "halfway houses” for Bay 
Area youths; a warehouse supervisor was voted "Out¬ 
standing Career Woman" in her community to the 
delight of her Safeway truck driver husband, a city 
councilman himself. Hundreds more are active in 
local government, Chambers of Commerce, service 
clubs, volunteer bureaus and scores of other civic 
organizations. 

Ours is a diverse but cohesive family. We take great 
pride in this, and in our common purpose: serving 
your family. 
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A New Way to Shop 


A dramatic example of the way we as retailers are 
adapting to the changing needs of modern shoppers is 
the development of the "superstore’'. In more and more 
families both adults are working, with less time avail¬ 
able to "shop around"; even those who stay at home 
have greater demands on their time. This, along with 
a desire to save on fuel costs, has brought about an 
increasingly strong interest in the idea of one-stop 
shopping — the ability to buy all routine (and some not 
so routine) household needs under one roof. 

Safeway is responding to this challenge. We now 
have over 200 superstores in operation (some newly 
constructed, others remodeled to handle an expanded 
line of food and non-food items), and are adapting the 
concept to the great majority of future units on the 
drawing board. 

These stores are larger than conventional super¬ 
markets but the stocking plan, not the size, is the dis¬ 
tinguishing characteristic. Some of the newer units 
carry as many as 13,000 different items, ranging from a 
full line of traditional groceiy products to new or ex¬ 


panded categories such as automotive supplies, toys, 
greeting cards, nursery items and small appliances. To 
keep pace with increasing demands for these prod¬ 
ucts, non-foods may account for up to 30 percent of 
total inventory. 

In stocking non-foods we try to display them where 
they will be most effective in attracting customer in¬ 
terest. For example, measuring cups and related 
housewares might be located next to cake mixes while 
other categories like sporting goods and notions (see 
photo above) may stand alone in separate sections. To 
impart a "store-within-a-store" effect, many of these 
separate sections use low-profile display fixtures, simi¬ 
lar to those in department stores. 

Decor is another important characteristic of our 
superstores. Through attractive wall graphics and 
other elements (see photo on page 10), emphasis is 
given to the Wide variety of product categories and 
services available to the shopper. And salesroom 
layouts are designed to create interesting and exciting 
places to shop. 
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Financial Highlights 



SAFE WAY'S 
CORPORATE 
OBJECTIVES 


7b make Safeway stock an 
increasingly profitable invest¬ 
ment for our shareholders. 


7b practice responsible citizen¬ 
ship in the conduct of our business, 
and in community and social relations. 


lb satisfy increasing numbers of 
customers, at a profit sufficient 
to assure the continuing healthy growth 
of the Company. 


lb provide attractive, convenient 
stores staffed with courteous employ¬ 
ees, and stocked with the products 
customers want. 


lb be known for superior 
perishables — meats, produce, 
dairy products, and baked goods. 


7b operate efficiently at 
the lowest costs consistent with 
quality and growth. 


7b be alert to new ideas, 
opportunities, and change. 


7b strengthen our organization 
by continuous and systematic train¬ 
ing and development of employees 
and managers. 


lb offer our employees responsibility, 
challenge, and satisfying rewards 
for accomplishment. 


Summary of 

Sales 

Cost of sales 

Earnings 

Gross profit 

Operating and administrative expenses 

Interest expense 

Other charges (credits) net 

Income taxes 


Net income 


As a percent of sales 

As a percent of average stockholders' equity 

Per average weighted share of common stock 

Cash dividends per share of common stock 

Financial 

Position 

Working capital 

Current assets per dollar of current liabilities 

Total assets 

Long-term notes and debentures 

Equity of common stockholders 

Per share of common stock 

Changes in 

Financial 

Position 

Funds provided from: 

Operations: 

Net income 

Charges to income not requiring funds: 

Depreciation and amortization 

Other 

Total from operations 

Sale of properties 

Decrease in long-term debt 

Other 


Funds used for: 

Additions to properties (net) 

Dividends to stockholders 

Other 


Increase (decrease) in working capital 

Other 

Statistics 

Number of employees (at end of year) 

Number of stockholders of record (at end of year) 

Number of stores opened during year 

Number of stores closed during year 

Total stores at end of year 

Total square feet of stores at end of year! 1 ) 

Average annual sales per store 

Common stock price range New York Stock Exchange 


Note: Dollars are In thousands except per share figures. 0)ln thousands. 


14 
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and Ten Year Summary 


1976 

1975 

(53 Weeks) 

1974 

1973 

1972 

1971 

1970 

(53 Weeks) 

1969 

1968 

1967 


1 $10,442,531 

$9,716,889 

$8,185,190 

$6,773,687 

$ 6,057,633 

$5,358,837 

$4,860,167 

$4,099,647 

$3,685,690 

$ 3,360,880 

8,375,175 

7,761,773 

6,658,282 

5,457,097 

4,846,246 

4,272,273 

3,865,736 

3,249,167 

2,894,775 

2,641,439 

2,067,356 

1,955,116 

1,526,908 

1,316,590 

1,211,387 

1,086,564 

994,431 

850,480 

790,915 

719,441 

1,870,441 

1,667,214 

1,370,715 

1,150,037 

1,035,116 

928,128 

848,281 

737,584 

672,376 

616,005 

11,127 

15,558 

18,005 

11,857 

9,560 

5,470 

4,814 

3,136 

2,427 

3,504 

( 5,521) 

( 2,785) 

( 2,425) 

( 2,621) 

( 1,653) 

( 2,161) 

874 

1,150 

586 

( 196) 

85,746 

126,500 

61,408 

71,046 

77,308 

74,948 

71,570 

57,305 

60,465 

49,235 

105,563 

148,629 

79,205 

86,271 

91,056 

80,179 

68,892 

51,305(2) 

55,061 

50,893 

1.01% 

1.53% 

.97% 

1.27% 

1.50% 

1.50% 

1.42% 

1.25% 

1.49% 

1.51% 

12.85 

19.98 

11.74 

13.67 

15.81 

15.38 

14.44 

11.60 

13.20 

12.97 

$ 4.07 

$ 5.74 

$ 3.07 

$ 3.35 

$ 3.55 

$ 3.14 

$ 2.70 

$ 2.14(3) 

$ 2.16 

$ 2.00 

2.05 

1.90 

1.70 

1.50 

1.35 

1.30 

1.15 

1.10 

1.10 

1.10 

$ 261,513 

$ 257,604 

$ 170,685 

$ 223,732 

$ 237,370 

$ 174,784 

$ 159,396 

$ 140,756 

$ 154,559 

$ 137,668 

1.38 

1.41 

1.26 

1.43 

1.64 

1.51 

1.53 

1.51 

1.73 

1.70 

1,708,946 

1,574,674 

1,490,166 

1,341,220 

1,137,375 

964,471 

875,705 

788,714 

698,488 

653,546 

102,722 

106,173 

104,780 

129,280 

128,123 

50,208 

46,379 

27,180 

30,736 

34,104 

849,050 

794,583 

693,077 

656,244 

606,305 

545,867 

497,048 

457,192 

430,586 

403,541 

32.67 

30.64 

26.81 

25.44 

23.57 

21.35 

19.49 

V 17.94 

16.89 

15.87 


$ 

105,563 

$ 148,629 

$ 79,205 

$ 

86,271 

$ 

91,056 

$ 80,179 

$ 68,892 

$ 54,593(3) 

$ 55,061 

$ 50,893 


96,251 

88,077 

80,150 


69,991 


62,891 

55,178 

50,579 

46,638 

44,158 

41,643 


10,596 

3,300 

5,481 


7,694 


6,606 

965 

4,820 

5,418 

5,990 

( 251) 


212,410 

240,006 

164,836 


163,956 


160,553 

136,322 

124,291 

106,649 

105,209 

92,285 


68,205 

96,006 

117,237 


47,513 


70,225 

82,131 

39,116 

45,010 

49,389 

39,191 


2,747 

6,723 

— 




65,000 

. — 

20,000 

: — 

— 

— 


3,955 

4,379 

3,358 


23,067 


19,039 

8,594 

13,621 

23 

— 

19,779 


287,317 

347,114 

285,431 


234,536 


314,817 

227,047 

197,028 

151,682 

154,598 

151,255 


223,220 

196,068 

257,186 


202,986 


210,986 

173,206 

143,939 

129,089 

103,019 

117,311 


53,190 

49,249 

43,926 


38,640 


34,636 

33,200 

29,315 

28,036 

28,036 

27,975 


6,998 

14,878 

37,366 


6,549 


6,609 

5,253 

5,134 

8,360 

6,652 

2,883 


283,408 

260,195 

338,478 


248,175 


252,231 

211,659 

178,388 

165,485 

137,707 

148,169 

$__ 

3,909 

$ 86,919 

$( 53,047) 

$( 

13,639) 

$ 

62,586 

$ 15,388 

$ 18,640 

$( 13,803) 

$ 16,891 

$ 3,086 


133,035 

127,004 

121,355 


117,721 


105,613 

97,463 

96,760 

91,532 

83,655 

78,000 . 


57,619 

58,275 

60,822 


62,767 


65,471 

67,576 

69,098 

73,193 

72,793 

73,851 


109 

111 

164 


143 


142 

121 

128 

117 

123 

134 


122 

86 

102 


110 


94 

135 

91 

98 

119 

117 


2,438 

2,451 

2,426 


2,364 


2,331 

2,283 

2,297 

2,260 

2,241 

2,237 


53,223 

51,854 

50,159 


46,480 


44,844 

42,752 

41,769 

40,169 

39,033 

37,850 

$ 

4,222 

$ 3,935 

$ 3,360 

$ 

2,831 

$ 

2,613 

$ 2,308 

$ 2,094 

$ 1,782 

$ 1,612 

$ 1,475 


52 - 34Vi 

52-29% 

43%-29% 

44y 8 -27’/4 


44V5» -34 

40'A-32'/a 

34%-22Vb 

30'/4-23>/2 

31</4-23'/4 

28’/e-21% 


(^Excluding extraordinary gain in 1969 of $3,288,000, net of applicable income taxes, equal to $0.13 per share ( 3 >lncluding extraordinary gain in (2) above. 
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Financial Review and 


Five Year Summary of Operations 

(Dollars in millions except those stated on a share basis) 

(53 Weeks) 

19760 19750 

1974(0 

1973 

1972 

Sales 

Percent of Annual Increase 

$10,442.5 

7.5% 

$9,716.9 

18.7% 

$8,185.2 

20.8% 

$6,773.7 

11.8% 

$6,057.6 

13.0% 

Cost of Sales 

8,375.2 

7,761.8 

6,658.3 

5,457.1 

4,846.2 

Gross Profit 

Percent of Sales 

2,067.3 

19.8% 

1,955.1 

20.1% 

1,526.9 

18.7% 

1,316.6 

19.4% 

1,211.4 

20.0% 

Operating and Administrative Expenses 

Percent of Sales 

1,870.4 

17.9% 

1,667.2 

17.2% 

1,370.7 

16.7% 

1,150.0 

17.0% 

1,035.1 

17.1% 

Interest Expense 

11.1 

15.6 

18.0 

11.9 

9.6 

Other Income—Net 

5.5 

2.8 

2.4 

2.6 

1.7 

Income Taxes 

Percent of Net Income Before Taxes 

85.7 

44.8% 

126.5 

46.0% 

61.4 

43.7% 

71.0 

45.2% 

77.3 

45.9% 

Net Income 

Percent of Sales 

105.6 

1.01% 

148.6 

1.53% 

79.2 

.97% 

86.3 

1.27% 

, 91.1 

1.50% 

Net Income Per Share 

$4.07 

$5.74 

$3.07 

$3.35 

$3.55 

Cash Dividend Paid Per Share 

$2.05 

$1.90 

$1.70 

$1.50 

$1.35 

Weighted Average Number of Shares 
of Common Stock Outstanding 

25,945,775 

25,911,286 

25,832,351 

25,751,349 

25,642,110 

(!) Rellocts .he LIFO me,hod o, valuing certain invenlorles 







The following financial review and management 
analysis should be read in conjunction with the 
information provided in the tables on pages 16 
and 17 and with the financial statements and foot¬ 
notes thereto presented on pages 18 through 24. 
For a further discussion of 1976 operations, see 
the letter by the President and Chief Executive 
Officer on page 1. 

Description of Business: At the close of fiscal 
1976, Safeway operated 2,438 supermarkets (a 
breakdown of the number of stores and sales by 
country is shown on the opposite page) and vari¬ 
ous related manufacturing, processing and distri¬ 
bution facilities. Sales of supermarket merchan¬ 
dise provide substantially in excess of 98% of the 
total sales and earnings of the Company and its 
subsidiaries. 


Results of Operations: Sales have improved 
in each of the last five years, reaching a record 
high of $10.4 billion in 1976, an increase of 72.4% 
over 1972. Register transactions during this five- 
year period increased by 26.9% to 1.3 billion in 
1976. 

Gross profit declined slightly from 20.1% in 
1975 to 19.8% in 1976 after having recovered 
from 18.7% in 1974. The 1974 gross profit was 
below historical levels due in part to the Com¬ 
pany’s change to the LIFO method of valuing cer¬ 
tain inventories and uncertainties in coming off 
price controls. The decline in 1976 from 1975 was 
due to a combination of intensive price competi¬ 
tion during most of 1976 and increases in ware¬ 
house and transportation expenses. 

Operating and administrative costs as a per¬ 
centage of sales increased from 16.7% in 1974 to 


17.2% in 1975 and 17.9% in 1976. These in¬ 
creases were due to the inflation in the sales 
dollar being exceeded by substantial inflation 
in the area of operating and administrative 
costs. 

Interest expense has declined steadily since 
1974 as a result of lower levels of borrowing and 
lower Interest rates. Other income increased in 
1976 due to greater gains on foreign currency 
translation, $2.0 million in 1976 compared to $0.5 
million in 1975; and greater interest income from 
the investment of surplus funds, $3.0 million in 
1976 compared to $1.8 million in 1975. 

Income taxes, as a percentage of income before 
taxes, is a function of the U.S. statutory rate of 
48%, the various state and foreign income taxes, 
and certain other factors, principally investment 
tax credits. Investment tax credits reduced the 
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Management Analysis 


effective tax rate by 4.0% in 1976, 2.6% in 1975 
and 4.5% in 1974. 

Net income in 1976 declined to $105.6 million 
($4.07 per share) from $148.6 million ($5.74 per 
share) in 1975. The decline was due to a combi¬ 
nation of lower growth in sales accompanied by 
Increased operating costs discussed above. As a 
percent of sales, 1976 net income was 1.01% 
compared to 1.53% in 1975 and .97% in 1974. 

Results of operations include the continuing 
effects of applying the LIFO method of valuing 
certain inventories as adopted in 1974. If the FIFO 
method had been used, inventories would have 
been $105,840,000 higher as of January 1,1977 
and $87,718,000 and $85,992,000 higher as of 
January 3,1976 and December 28,1974, respec¬ 
tively. 

Property: Capital expenditures for property, 
net of retirements and miscellaneous equipment 
sales, amounted to $223 million in 1976 com¬ 
pared with $196 million in 1975 and $257 million 
in 1974. As indicated in the Statement of Changes 
in Financial Position shown on page 20, these 
expenditures have been financed through intern¬ 
ally generated funds and proceeds from the 
sale and leaseback of properties. 

The major part of the expenditures was in¬ 
volved in the opening of 109 new stores and the 
completion of 2 plants. Expenditures were also 
made for 94 major store remodels as well as for 
expanding 19 plants and warehouses. The typical 
store constructed in 1976 was approximately 
29,000 square feet in size and required an invest¬ 
ment of $1,240,000, plus the investment in inven¬ 
tories, supplies and cash. 

Safeway's 2,438 stores at the end of 1976 aver¬ 


aged 21,800 square feet in size, with a total 
square footage of 53.2 million square feet. The 
number of new stores opened during the past five 
years and the number and area of stores in opera¬ 
tion in each country at the end of 1976 are shown 
below. 

In support of these stores Safeway has exten¬ 
sive distribution, manufacturing and processing 
facilities: a complex of 28 distribution/warehous¬ 
ing centers and 36 freestanding warehouses, and 
a fleet of approximately 2,300 tractor/trailer com¬ 
binations plus 2,200 additional trailers. In addi¬ 
tion, the Company operates 109 manufacturing 
and processing facilities, including produce pre¬ 
packaging plants, bakeries, milk and ice cream 
plants, soft drink bottling plants, meat processing 
plants, coffee roasting plants and egg candling 
plants. 

Foreign Operations: Sales In Canada and 
overseas continued to expand at a greater rate 
than the Company overall. Canadian sales in 
1976 rose to $1.40 billion from $1.28 in 1975, a 
9.6% increase. Sales of the overseas subsidiaries 
increased 9.3% over 1975, after giving effect to 
the significant drop in the foreign exchange rates 
of the United Kingdom and Australia. In terms of 
domestic currencies, sales in each of these two 
countries rose 26% from 1975 to 1976. 

Net income for the foreign operations declined 
from previous year’s record high of $34.2 million 
to $30.7 million, due to causes similar to those of 
the Company as a whole, discussed above, and a 
labor dispute In the Vancouver Division which 
resulted in the closing of 92 stores for 9 weeks in 
the fall of 1976. 

The Canadian and overseas subsidiaries 


accounted for 19.0% of total Company sales and 
29% of total net income in 1976 compared to 
19.0% and 23.0% in 1975, respectively. Con¬ 
densed financial information for the foreign opera¬ 
tions is shown on page 21. 

Stock Exchanges Listing and Dividends: 
Safeway’s Common Stock is listed on the New 
York and Pacific Stock Exchanges. In addition, 
stock options on Company Common Stock are 
traded on the Midwest Exchange. The high and 
low sales prices and the dividends paid for each 
quarterly period during the last two fiscal years 
are shown on page 24. 

Safeway's dividends per share over the last ten 
years have Increased from $1.02Vi per share to 
$2.05 per share, an increase of 100.0%. Of total 
net income, 50.4% was paid out In dividends dur¬ 
ing 1976, compared to 33.1% in 1975 and 55.4% 
in 1974. 

Outlook: The Company looks forward with 
confidence to the future and is planning 135 store 
openings for 1977 (110 in the United States, 15 in 
Canada, 4 In the United Kingdom, 4 In Australia 
and 2 in West Germany). Closings in 1977 are 
estimated at 100 stores. 

Capital expenditures for 1977 are expected 
to approximate $270 million, which, in addi¬ 
tion to 135 new stores, will include extensive 
remodeling of existing stores plus construc¬ 
tion and expansion of plants and warehouses. 
As in 1976, these expenditures will be financed 
by internally generated funds and proceeds 
from the sale and leaseback of properties. 


SALES BY COUNTRY 

(In millions U.S.S) 1976 

1975 

Percent 

Increase 

Percent of Total 
1976 1975 

STORES BY COUNT 

End of Fiscal Year 1976 

Million No. of 
Sq. Ft. Stores 

RY 

Number of Stores Opened 
During Past 5 Years 


Opened 
Prior 
to 1972 

1976 

1975 

1974 

1973 

1972 

United States 

$8,414.1 

$7,865.0 

7.0% 

80.6% 

81.0% 

44.2 

2,002 

85 

86 

135 

109 

111 

1,476 

Canada 

1,402.9 

1,279.8 

9.6 

13.5 

13.2 

6.2 

276 

12 

10 

9 

14 

17 

214 

United Kingdom 

284.8 

276.0 

3,2 

2.7 

2.8 

1.3 

81 

2 

5 

10 

14 

6 

44 

Australia 

275.0 

234.4 

17.3 

2.6 

2.4 

1.2 

56 

9 

7 

4 

5 

5 

26 

West Germany 

65.7 

61.7 

6.5 

.6 

.6 

.3 

23 

1 

3 

6 

1 

3 

9 

Total Sales 

$10,442.5 

$9,716.9 

7.5% 

100.0% 

100.0% 

Total 53.2 

2,438 

109 

111 

164 

143 

142 

1,769 
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Consolidated Statement of 
Income and Retained Earnings 

For the 52 Weeks Ended January 1,1977 and Ihc 53 Weeks Ended January 3,1976 
Safeway Stores, Incorporated and Subsidiaries 

1976 


Sales 

Cost of Sales 

Gross Profit 

Operating and Administrative Expenses 
Operating Profit 

Other Income and Deductions: 

Income: 

Interest 

Other 


Deductions: 

Interest on long-term debt 

Other interest expense 

Loss on disposition of fixed assets—net 

Other 


income before provision for income taxes 
Provision for Income Taxes (Note C) 

Net Income (per share: $4.07 and $5.74) 
Retained Earnings at Beginning of Period 


$ 10,442,531,000 
8,375,175,000 
2,067,356,000 
1,870,441,000 
196,915,000 


2,960,000 

3,773,000 

6,753,000 


5,808,000 

5,319,000 

803,000 

429,000 

12,359,000 

191,309,000 

85,746,000 

105,563,000 

694,143,000 

799,706,000 


Deduct: 

Cash Dividends on common stock (per share: $2.05 and $1.90) 53,190,000 

Additions resulting from stock acquisitions ( 66,000) 

53,124,000 

Retained Earnings at End of Period $ 746,582,000 

See accompanying “Notes to Financial Statements" 


1975 

$ 9,716,889,000 
7,761,773,000 
1,955,116,000 
1,667,214,000 
287,902,000 


1,776,000 

1,716,000 

3,492,000 


5,554,000 

10,004,000 

60,000 

647,000 


275,129,000 

126,500,000 

148,629,000 

594,700,000 

743,329,000 


49,249,000 
( 63,000) 


$ 694,143,000 


Accountants’Report Peat, Marwick, Mitchell & Co. 

To the Board of Directors and Shareholders of Safeway Stores, Incorporated: 


We have examined the consolidated balance sheets of 
Safeway Stores, Incorporated and subsidiaries as of Jan¬ 
uary 1,1977 and January 3,1976 and the related con¬ 
solidated statements of income and retained earnings, 
changes in financial position and financial information— 
foreign operations for the two years then ended. Our exami¬ 
nation was made in accordance with generally accepted 
auditing standards, and accordingly included such tests of 
the accounting records and such other auditing proce- 
2150 Valdez Street 
Oakland, California 94612 
March 4,1977 


dures as we considered necessary in the circumstances. 

In our opinion, the aforementioned financial statements 
present fairly the financial position of Safeway Stores, 
Incorporated and subsidiaries at January 1,1977 and 
January 3,1976, and the results of their operations and 
changes in their financial position for the two years then 
ended, in conformity with generally accepted accounting 
principles applied on a consistent basis. 
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Consolidated Balance Sheet 


As of January 1,1977 and January 3,1976 

Safeway Stores, Incorporated and Subsidiaries 



ASSETS 

1976 

1975 

Current Assets: 

Cash 

$ 81,837,000 

$ 120,047,000 

Receivables 

39,773,000 

33,275,000 

Merchandise inventories (Note A) 

755,991,000 

652,477,000 

Prepaid expenses 

67,313,000 

63,354,000 

Properties for development and sale within one year 

12,949,000 

10,961,000 

Total Current Assets 

957,863,000 

880,114,000 

Other Assets: 

Notes receivable, licenses and miscellaneous investments 

15,177,000 

14,627,000 

Unamortized debenture and note issue expense 

Excess of cost of investment in subsidiaries over net assets at < 

550,000 

date of 

609,000 

acquisition, net of amortization 

2,831,000 

3,048,000 


18,558,000 

18,284,000 

Property: 

Land 

61,252,000 

47,859,000 

Buildings 

92,875,000 

76,829,000 

Leasehold improvements 

182,351,000 

180,476,000 

Fixtures and equipment 

973,412,000 

885,230,000 


1,309,890,000 

1,190,394,000 

Less accumulated depreciation and amortization 

577,365,000 

514,118,000 


732,525,000 

676,276,000 


$1,708,946,000 

$1,574,674,000 

LIABILITIES AND STOCKHOLDERS’ EQUITY 



Current Liabilities: 

Notes payable to banks 

$ 35,498,000 

$ 29,821,000 

Current maturities of long-term notes 

5,410,000 

5,198,000 

Payables and accruals (Note D) 

635,931,000 

524,966,000 

Income taxes payable 

19,511,000 

62,525,000 

Total Current Liabilites 

696,350,000 

622,510,000 

Long-Term Liabilities and Reserves: 

Notes and debentures payable (Note G) 

102,722,000 

106,173,000 

Deferred income taxes (Note C) 

42,381,000 

34,601,000 

Minority interest in subsidiaries 

3,158,000 

3,474,000 

Reservo for insurance claims 

11,945,000 

11,017,000 

Deferred gain on sale of property 

3,340,000 

2,316,000 


163,546,000 

157,581,000 

Commitments and Contingencies (Notes H, 1 and J) 



Stockholrisrs' Equity (Notes E and F): 

Preferred stock—4% cumulative 



Authorized and unissued 220,372 shares 

Common Stock—$1.66% par value 

Authorized 75,000,000 shares 

Outstanding 25,985,006 and 25,932,175 shares 

43,308,000 

43,220,000 

Additional paid-in capital 

59,160,000 

57,220,000 

Retained earnings 

746,582,000 

694,143,000 


849,050,000 

794,583,000 


$1,708,946,000 

$1,574,674,000 

See accompanying "Notes to Financial Statements" 
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Consolidated Statement of 
Changes in Financial Position 

For the 52 Weeks Ended January 1,1977 and the 53 Weeks Ended January 3,1976 
Safeway Stores, Incorporated and Subsidiaries 


Funds Provided: 

Net income 

Add charges (credits) to income not requiring funds: 
Depreciation and amortization 
Increase (decrease) in deferred income taxes 
Stock issued from treasury shares 
Increase in reserve for insurance claims 
Loss on disposition of property 
Total funds provided from operations 
Proceeds from sale of properties 
Increase in long-term debt 

Increase (decrease) in properties for development and sale 
within one year 

Increase in deferred gain on sale of property 
Sale of common stock to employees 


1976 


$ 105,563,000 

96,251,000 

7,780,000 

1,085,000 

928,000 

803,000 

212,410,000 

68,205,000 

2,747,000 

1,988,000 

1,024,000 

943,000 

287,317,000 


1975 


$ 148,629,000 

88,077,000 
( 1,251,000) 

4,491,000 

60,000 

240,006,000 

96,006,000 

6,723,000 

( 8,775,000) 
2,316,000 
2,063,000 
338,339,000 


Funds Used: 

Additions to property, net of retirements and miscellaneous 
equipment sales 

Cash dividends on common stock 
Decrease in long-term debt 
Increase in other assets 
Decrease in minority interest, net 


Increase in working capital 


223,220,000 

53,190,000 

6,199,000 


550,000 

249,000 



$ 3,909,000 


196,068,000 

49,249,000 

5,330,000 

437,000 


251,420,000 
$ 86,919,000 


Changes in Working Capital: 

Increase (decrease) in current assets: 

Cash 

Receivables 

Merchandise inventories 

Prepaid expenses 

Properties for development and sale within one year 

$( 38,210,000) 
6,498,000 
103,514,000 
3,959,000 
1,988,000 

$ 64,070,000 
4,707,000 
( 7,233,000) 
10,602,000 
( 8,775,000) 


77,749,000 

63,371,000 

Increase (decrease) in current liabilities: 

Notes payable to banks 

Current maturities of long-term notes 

Payables and accruals 

Income taxes payable 

5,677,000 
211,000 
110,966,000 
( 43,014,000) 

( 55,806,000) 

( 20,084,000) 

( 4,778,000) 
57,120,000 


73,840,000 

( 23,548,000) 

Increase In working capital 

$ 3,909,000 

$ 86,919,000 


See accompanying "Notes to Financial Statements” 
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Financial Information—Foreign Operations 



Consolidated 

Canadian Operations 

Overseas Operations 

INCOME STATEMENT 

1976 

1975 

1976 

1975 

1976 

1975 

Sales 

$2,028,427 

$1,851,914 

$1,402,889 

$1,279,749 

$625,538 

$572,165 

Cost of Sales 

1,647,511 

1,499,068 

1,139,794 

1,033,427 

507,717 

465,641 

GrossProfit 

380,916 

352,846 

263,095 

246,322 

117,821 

106,524 

Operating and Admin. Expenses 

328,294 

284,541 

226,169 

192,489 

102,125 

92,052 

Other Income and (Deductions) 

694 

( 3,395) 

2,065 

949 

( 1.371) 

( 4,344) 

Provision for Income Taxes 

22,663 

30,670 

16,684 

25,542 

5,979 

5,128 

Net Income 

$ 30,653 

$ 34,240 

$ 22,307 

$ 29,240 

$ 8,346 

$ 5,000 


BALANCE SHEET 

Current Assets 

$ 222,223 

$ 214,261 

$ 176,667 

$ 183,663 

$ 45,556 

$ 30,398 

Investment In Overseas Subs. 

— 

— 

64,355 

57,676 

— 

— 

Other Assets 

3,971 

4,290 

626 

731 

3,345 

3,559 

Property (net) 

225,170 

210,322 

127,135 

108,067 

98,035 

102,255 

Total Assets 

$ 451,364 

$ 428,873 

$ 368,783 

$ 350,337 

$146,936 

$136,212 • 

Current Liabilities 

$ 147,865 

$ 150,459 

$ 83,655 

$ 94,659 

$ 64,210 

$ 55,800 

Long-Term Liabilities 

20,997 

15,379 

6,084 

4,813 

14,913 

10,566 

Loan by Parent 

— 

9,753 

— 

— 

17,975 

29,338 

Deferred Gain on Sale of Property 

3,340 

2,316 

— 

— 

3,340 

2,316 

Preferred Stock 

3,040 

3,373 

3,040 

3,373 

— 

— 

Equity of Parent 

276,004 

247,492 

276,004 

247,492 

46,380 

38,091 

Minority Interest 

118 

101 

- 

- 

118 

101 

Total Liabilities and Stockholders’ 
Equity 

$ 451,364 

$ 428,873 

$ 368,783 

$ 350,337 

$146,936 

$136,212 

STATEMENT OF CHANGES IN FINANCIAL POSITION 






Funds Provided: 

Net Income 

$ 30,653 

$ 34,240 

$ 22,307 

$ 29,240 

$ 8,346 

$ 5,000 

Non Fund Changes—Net 

26,394 

23,078 

14,222 

12,663 

12,172 

10,415 

Proceeds from Sale of Properties 

4,770 

20,401 

315 

15,124 

4,455 

5,277 

Other—Net 

1,988 

4,172 

( 719) 

2,520 

2,707 

1,652 


63,805 

81,891 

36,125 

59,547 

27,680 

22,344 

Funds Used: 

Additions to Property 

43,496 

60,466 

32,317 

23,879 

11,179 

36,587 

Loan (from) Parent 

Company made current 

9,753 

( 9,753) 

- 

- 

9,753 

( 9,753) 


53,249 

50,713 

32,317 

23,879 

20,932 

26,834 

Increase (Decrease) in Working 
Capital 

$ 10,556 

$ 31,178 

$ 3,808 

$ 35,668 

$ 6,748 

$( 4,490) 









See accompanying "Notes to Financial Statements" Note' Figures are in ihousands oi u s denars 
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Notes to Financial Statements 


Note A—SUMMARY OF SIGNIFICANT AC¬ 
COUNTING POLICIES. The accompanying fi¬ 
nancial statements may be read with greater 
understanding by reference to the following con¬ 
cise descriptions of the accounting policies and 
procedures followed by the Company. These 
policies and procedures conform to generally ac¬ 
cepted accounting principles and have been 
applied on a consistent basis. 

Fiscal Year: The fiscal year for the Company 
and its Canadian subsidiaries ends on the Satur¬ 
day nearest to December 31. Normally, each fiscal 
year consists of 52 weeks but periodically it con¬ 
sists of 53 weeks as a result of maintaining the 
year-end on the Saturday nearest to December 
31. Fiscal years of overseas subsidiaries follow a 
similar pattern but generally end on the Saturday 
nearest September 30. In 1976, the fiscal year 
consisted of 52 weeks compared to 53 weeks in 
1975. 

Basis of Consolidation: Consolidated finan¬ 
cial statements include results of operations, ac¬ 
count balances, and changes in financial position 
of all subsidiaries except one minor overseas 
subsidiary which Is included in miscellaneous in¬ 
vestments at the amount of equity in net book 
value. All Intercompany transactions have been 
eliminated in consolidation. 

Translation of Foreign Currencies: In accord¬ 
ance with Financial Accounting Standards Board 
pronouncements, cash, accounts receivable, cur¬ 
rent liabilities, long-term receivables and long¬ 
term payables are translated at the rate of ex¬ 
change in effect at the close of the period. Other 
balance sheet accounts and depreciation and 
amortization expenses are translated at rates in 
effect when acquired or assumed. Revenues and 
expenses (other than depreciation and amortiza¬ 
tion) are translated at weighted average rates 
which were in effect during the year. Unrealized 
gains and losses from such foreign currency 
translation are included in income currently and 
amounted to gains of $2,026,000 in 1976 and 
$452,000 in 1975. 

For details of foreign operations and invest¬ 
ments, see the statement on page 21 (Financial 
Information—Foreign Operations). 

Net Income Per Share: Net income per share 
is determined by dividing consolidated annual net 
income by the average number of common 
shares outstanding during the year. 

Provision For Income Taxes: The Company 
provides for deferred income tax charges and 
credits resulting from timing differences in report¬ 
ing income and expenses for financial purposes 
compared to the methods of reporting for income 
tax purposes. These timing differences arise pri¬ 
marily from the use, for tax purposes, of acceler¬ 
ated depreciation and accruing, for financial pur¬ 
poses, estimated expenses for insurance and re¬ 
lated items. These deferred charges and credits 
are amortized in future years as the timing dif¬ 
ferences reverse. The net effect of these timing 
differences is shown in the comparative details of 
the income tax provision on page 22. Current U.S. 


taxes are reduced for investment tax credits in the 
year in which they arise. 

Property and Depreciation: Property Is stated 
at historical cost. Depreciation Is computed for fi¬ 
nancial purposes on the straight-line method, 
which means that approximately equal amounts 
of depreciation are charged against operations 
each year during the useful life of each item or 
category of buildings, improvements or equip¬ 
ment. The following are the principal rates of 
depreciation used for financial purposes during 
the year: 


Store, warehouse and other buildings Vk to 5% 
Building equipment 5 to 10% 

Furniture, fixtures and equipment 5 to 20% 

Automotive equipment 12'/2to16%% 

Installation costs 6% to 16%% 


Leasehold improvements include buildings 
constructed on leased land and improvements to 
leased buildings. Buildings and major improve¬ 
ments are amortized over the shorter of the re¬ 
maining period of the lease or the estimated use¬ 
ful life of the assets, while minor improvements 
are amortized over the shorter of the remaining 
period of the lease or six years. Depreciation and 
amortization expense was $95,975,000 in 1976 
and $87,676,000 in 1975. 

Amortization of Excess Cost of Investment 
In Subsidiaries: The excess cost of investment 
in subsidiaries at date of acquisition is being 
amortized and charged against income in twenty 
equal annual amounts of approximately $218,000 
commencing in 1970. 

Merchandise Inventories: In the U.S., inven¬ 
tories of Grocery Department items in stores (val¬ 
ued by the retail inventory method) and ware¬ 
houses are determined on a LIFO basis. 

All other inventories are valued at the lower of 
cost (on a FIFO basis) or replacement market. 
Inventories would have been $105,840,000 and 
$87,718,000 higher as of January 1,1977 and Jan¬ 
uary 3,1976, respectively, if all were stated at the 
lower of cost (FIFO) or replacement market. 

Properties for Development and Sale Within 
One Year: These assets represent the original 
cost of land and improvements being developed 
for use by the Company and for which commit¬ 
ments have been received for sale and leaseback 
during the following year. 

Employee Retirement Plans: The Company's 
practice is to contribute the full normal cost and 
there is no unfunded past service liability. 

Stock Options: Proceeds from the sale of 
common stock issued under options are added to 
common stock at par value and the excess is 
added to additional paid-in capital. 


Note B —EMPLOYEE RETIREMENT AND 
PROFIT-SHARING PLANS. The Company and 
its Canadian subsidiaries have contributory, trust¬ 
eed Retirement Plans which may be amended or 
terminated at any time, for eligible employees 
not covered by other plans to which the com¬ 
panies contribute. The assets of the trust funds 
are sufficient to fund vested benefits. Such con¬ 
tributions charged to income were $9,349,000 in 
1976 and $8,489,000 in 1975. Contributions 
charged to income for various pension plans un¬ 
der Union contracts were $56,924,000 in 1976 
and $46,174,000 in 1975. 

Contributions charged to income for Safeway's 
U.S. and Canadian Employee Profit-Sharing 
Plans were $7,431,000 in 1976 and $12,564,000 
in 1975. 

Management believes that the Company’s U.S. 
Retirement and Profit-Sharing plans meet the 
requirements of the Employee Retirement Income 
Security Act of 1974. Changes which will not ma¬ 
terially affect future expense were made effective 
January 1,1976 for the Profit-Sharing Plan and 
December 31,1976 for the Retirement Plan. 

Note C—TAXES ON INCOME. The provision for 
current and deferred tax expense included in the 
consolidated statement of income was as follows: 

1976 1975 

CURRENT: 

U.S. $52,213,000 $ 81,248,000 


Foreign 

State and local 

17,563,000 

8,590,000 

26,488,000 

12,575,000 

DEFERRED: 

78,366,000 

120,311,000 

U.S. 

2,280,000 

2,007,000 

Foreign 

5,100,000 

4,182,000 


7,380,000 

6,189,000 

$85,746,000 $126,500,000 

Source of deferred taxes and the tax effect of 
each were as follows: 


1976 

1975 

Accelerated depreciation 

$ 8,380,000 

$ 8,087,000 

California franchise tax 
Currency exchange loss 

1,035,000 

(1,954,000) 

on debt 

( 804,000) 

— 

Insurance reserves 

( 778,000) 

( 945,000) 

Capitalized repairs 

( 542,000) 

41,000 

Compensation provision 

( 324,000) 

919,000 

Other 

413,000 

41,000 


$ 7,380,000 

$ 6,189,000 


The Company’s effective income tax rate varies 
from the statutory U.S. income tax rate as shown 
in the table below. 

No provision has been made for U.S. income 
taxes which might be payable If accumulated 
earnings of Canadian and overseas subsidiaries 
were distributed to the parent Company, since 


Reconciliation of Effective Tax Rate 

Statutory U.S. income tax rate 

U.S. Investment tax credit 

State taxes on income less applicable U.S. taxes 

All other, net 


1976 

Amount Percent 
$91,829,000 48.0% 
( 7,600,000) (4.0) 
4,467,000 2.4 

( 2,950,000 ) (1.6) 
$85,746,000 44,8% 


1975 

Amount Percent 
$132,062,000 48.0% 
( 7,700,000) (2.8) 
6,539,000 2.4 

( 4,401,000 ) (1,6) 
$126,500,000 46.0% 
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it is the intention of Management to limit distri¬ 
butions such that any U,S. taxes would be offset 
by foreign tax credits. The cumulative amount of 
such undistributed earnings on which the parent 
Company has not provided for U.S. income taxes, 
if any, was $273,204,000 at the end of 1976 com¬ 
pared with $243,492,000 in 1975. 

United States and Canadian Corporation In¬ 
come Tax Returns for all years prior to 1974 and 
1972, respectively, have been reviewed by taxing 
jurisdictions. 

In 1976 the Company filed claims for refund of 
U.S. Federal income taxes paid in the amount of 
$6.3 million plus applicable interest for the years 
1963 through 1969. Included were taxes of $5.2 
million resulting from disallowed deductions for 
the Company's contributions to the U.S. Em¬ 
ployee Retirement Plan. Tax assessments for the 
years 1970 and 1971 amounting to $2.6 million 
plus applicable interest were paid in 1976, $600 
thousand of which remains in dispute. 

In 1976 the Company received a proposed as¬ 
sessment from the Internal Revenue Service for 
the years 1972 and 1973 amounting to $7.9 mil¬ 
lion. The assessment arises principally from the 
disallowance of certain insurance, vacation pay 
and repair and maintenance deductions. The 
Company is contesting $6.0 million of the pro¬ 
posed assessment. 

Substantially all deductions which have been or 
may ultimately be disallowed will be carried for¬ 
ward as timing differences and claimed as deduc¬ 
tions in future years, thereby having no effect on 
reported earnings. 

Note D—PAYABLES AND ACCRUALS. Pay¬ 
ables and accruals at year-end consisted of the 
following: 

Accounts payable: 

Trade 

Other 


Accrued expenses: 
Salaries, wages 
and other 
compensation 
Insurance 
Taxes other than 
income taxes 
Rent 
Other 


1976 

$285,157,000 

199,182,000 

484,339,000 


79,119,000 

23,542,000 

19,062,000 

12,293,000 

17,576,000 

151,592,000 

$635,931,000 


1975 

$270,764,000 

113,228,000 

383,992,000 


73,699,000 

20,555,000 

18,628,000 

12,394,000 

15,698,000 

140,974,000 

$524,966,000 


Note E-CAPITAL STOCK AND ADDITIONAL 
PAID-IN CAPITAL. The increase during 1976 In 
common stock outstanding was attributable to 
stock issued under options exercised by employ¬ 
ees (29,590 shares) and stock issued from treas¬ 
ury shares under a one-year sales incentive plan 
for store managers (23,241 shares). Treasury 
shares have thus been reduced during 1976 from 
45,983 to 22,742 shares. In 1975, common stock 
outstanding increased by 77,021 shares for stock 
issued under options exercised by employees. 
Additional paid-in-capital Increased $1,940,000 


during 1976 and $1,935,000 during 1975 for the 
excess proceeds over par value of common 
shares issued. 


Note F—STOCK OPTIONS. The following sum¬ 
mary shows the changes during 1975 and 1976 
In qualified stock options granted to key employ¬ 


ees to purchase shares c 
mon Stock: 

Balance, December 28,1974 
Granted, 1975 
Exercised, 1975 
Expired, 1975 
Balance, January 3,1976 
Granted, 1976 
Exercised, 1976 
Expired, 1976 
Balance, January 1,1977 


I the Company’s Corn- 

Shares Option Price 
334,220 $24.88-39.44 
None — 

77,021 $24.88-38.81 
14,539 $24.88-39.44 

242.660 $29.13-39.44 
130,250 541.38-43.50 

29,590 $29.13-39.44 
10,660 $29.13-43.50 

332.660 $29.13-43.50 


At the end of 1976 there were 300,400 unop¬ 
tioned shares available for granting compared 
with 419,990 at the beginning of the year. The 
number of shares as to which options were exer¬ 
cisable was 92,975 at the end of 1976 and 46,620 
at the end of 1975. 


Note G—LONG-TERM DEBT. Notes and de¬ 
bentures payable at January 1,1977 consisted of: 

Due After Current 
One Year Maturities 

4.65% term notes 
payable, unsecured, 
due semi-annually 

to November 1,1979 $ 6,000,000 $3,000,000 
7.40% sinking fund 
debentures, unsecured, 
due in equal install¬ 
ments from 1978 

through 1997 64,490,000 - 

Mortgage notes 

payable, secured 27,534,000 1,162,000 

Other notes payable 4,698,000 1,248,000 

$102,722,000 $5,410,000 

The above mortgage notes payable are se¬ 
cured by properties which are included in the 
balance sheet at their book value of $29,483,000. 

During 1976, two mandatory semi-annual pay¬ 
ments of $1.5 million each were made on the 
4.65% notes, which also provide certain prepay¬ 
ment options at varying premium rates to maturity. 
Mandatory sinking fund payments of $3,250,000 
for the retirement of the 7.40% debentures com¬ 
mence in 1978 (less $510,000 for debentures 
repurchased in 1976.) Under the agreement cov¬ 
ering the 7.40% debentures, $347,060,000 of the 
retained earnings as of January 1,1977 were free 
of restrictions for dividend payments and acquisi¬ 
tions of common stock. Restrictions applicable to 
both the notes and debentures include a limitation 
on the creation of additional funded debt. 

Aggregate annual maturities of long-term debt 
for the next five years are: 

Notes & Mortgage 

Debentures Notes 

1977 $4,248,000 $1,162,000 

1978 6,729,000 1,323,000 

1979 6,956,000 1,377,000 

1980 3,658,000 1,526,000 

1981 3,656,000 1,243,000 


Note H—COMMITMENTS. The Company has 
commitments under contracts for the purchase of 
land and for the construction of buildings. Por¬ 
tions of such contracts not completed at year-end 
are not reflected in the financial statements. Such 
unrecorded commitments amounted to approxi¬ 
mately $58,708,000 at January 1,1977. 

Note I—RENT EXPENSE AND LEASE COM¬ 
MITMENTS INFORMATION. Safeway and its 
subsidiaries occupy primarily leased premises, 
which were covered by 3,210 leases at year-end. 
Of these leases 2,581 are considered to be non- 
cancelable, financing leases as defined by the 
Securities and Exchange Commission because 
the lease term covers at least 75% of the useful 
life of the property or the lease has provisions 
which, over the original term, assure the lessor 
full recovery of his investment in addition to a 
reasonable return on such investment. Also, 1,629 
of the total leases can be cancelled by the Com¬ 
pany by offer to purchase the properties at 
original cost less amortization, with purchase 
obligatory upon acceptance of the offer by the 
landlords. The Company owns substantially all 
its fixtures and equipment. 

A summary of rental expense for 1976 and 1975 
follows: 

(In Thousands) 



1976 

1975 

Financing leases (real 



property): 

Minimum rent 

$121,049 

$110,874 

Rent based on sales 

9,892 

8,680 

Less sublease rentals 

(8,001) 

(6,982) 


122,940 

112,572 

Other leases (real 



property): 

Minimum rent 

19,382 

18,447 

Rent based on sales 

1,164 

1,317 

Less sublease rentals 

(1,066) 

(733) 


19,480 

19,031 

Other leases (equipment) 

12,454 

9,828 


$154,874 

$141,431 


The present value of minimum lease commit¬ 
ments for financing leases was $964,802,000 
(after having deducted $38,600,000 for sub¬ 
leases) at year-end 1976 and $951,810,000 (after 
having deducted $33,462,000 for subleases) in 
1975. The ranges of rates used were from 3.00% 
to 10.00% in 1976 and 3.00% to 9.25% in 1975, 
and weighted average interest rates were approx¬ 
imately 6.8% in both 1976 and 1975. 

If, instead of recording rental expense, all 
financing leases were capitalized, related assets 
were amortized on a straight-line basis and inter¬ 
est costs were accrued on the basis of the out¬ 
standing present value, the impact on net income 
would be a reduction of $6,522,000 in 1976 and 
$5,838,000 (restated) in 1975. Included in this 
computation for 1976 was amortization of 
$56,375,000 and interest cost of $66,124,000; for 
1975 amortization was $52,028,000 and interest 
cost was $58,617,000. 
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Minimum Rental Amounts (in thousands) 


Rental Income 


Minimum rental amounts as of January 1,1977 
are shown opposite. 


Sublease 


Net Financing Other Financing Other 

All Leases Leases Leases Leases Leases 


Note J - CONTINGENT LIABILITIES- LITIGA- 
TION. In addition to various claims and lawsuits 
arising in the normal course of the Company's 
business, as of March 4,1977, there are actions 
pending against the Company charging violations 
of the anti-trust laws and certain Civil Rights 
statutes, some of which purport to be class ac¬ 
tions and seek damages in very large amounts, 
as well as other relief which, if granted, would 
require very large expenditures. 

Prior Annual Reports noted the filing of anti¬ 
trust suits against the Company and others by 
various livestock producers and feeders charging 
violations of the law in the purchase and sale of 
meat, and also noted that similar actions might be 
filed against the Company by other livestock pro¬ 
ducers and feeders. As of March 4,1977, Safeway 
was named as a defendant in a total of 13 such 
actions, Including 5 filed in 1976 and 3 in 1977, 
and was named as a co-conspirator, but not as a 
defendant, in one additional action. All are in early 
stages of discovery and, consequently, Manage¬ 
ment is unable to predict the ultimate outcome of 
any of them. However, in the opinion of Manage¬ 
ment, the Company has good and meritorious 
defenses to each action and should prevail in all. 

Although the amount of liability at January 1, 
1977 with respect to all of the above matters can¬ 
not be ascertained, Management is of the opinion 


1977 $ 137,672 

1978 133,843 

1979 131,227 

1980 128,342 

1981 123,582 

1932-1986 540,926 

1987-1991 397,094 

1992-1996 207,210 

After 1996 141,294 

$1,941,160 


$ 125,748 $ 20,061 

125,143 16,335 

123,671 14,500 

121,274 13,388 

117,552 11,603 

515,812 44,359 

377,890 25,770 

202,287 7,947 

63,735 80,589 

$1,773,112 $234,552 


$ 7,131 $ 1,006 

6,767 868 

6,094 850 

5,610 710 

4,997 606 

16,967 2,278 

5,060 1,506 

1,730 1,294 

1,511 1,519 

$55,867 $10,637 


that any resulting liability will not materially affect 
the Company’s consolidated income or financial 
position. 

Note K—REPLACEMENT COST (Unaudited). In 
compliance with rules of the Securities and Ex¬ 
change Commission, the Company has developed 
estimated replacement costs for its consolidated 
inventories and certain productive capacity as of 
January 1,1977 together with related amounts of 
cost of sales and depreciation calculated on the 
basis of replacement cost for the fifty-two weeks 
then ended. 

The new rules were established by the Com¬ 
mission to provide investors with information 
about the effect of current inflationary conditions 


on the business. The information developed by 
the Company confirms the significant impact of 
inflation on the cost of doing business. The Com¬ 
pany is continually replacing, remodeling and up¬ 
grading the quality of its productive capacity, but 
Management recognizes that as existing facilities 
and equipment become obsolete or deteriorate, 
substantially greater amounts than initial costs are 
needed to replace them. 

The replacement cost information together with 
a description of estimating techniques is included 
in the Company’s Form 10-K filed with the Com¬ 
mission and available on request. 


QUARTERLY INFORMATION (UNAUDITED). The independent auditors made a limited review of the 1976 quarterly data in accordance with standards 
established by the American Institute of Certified Public Accountants, but no such review was made of the 1975 quarterly data. Since the independent 
auditors did npt audit the quarterly data for either year, they express no opinion on such data. 


Second 12 Weeks 


Third 12 Weeks 


Sales!’I 

Gross Profit(') (3) 

Net Income!') 

Net Income Per Share 
Dividends Paid Per Shared 


$2,303,433 $2,081,365 $2,414,701 $2,169,358 $2,442,838 $2,286,203 $3,281,559 $3,179,963 


444,176 

17,814 


24,901 

0.96 

0.45 


473,234 

29,207 


446,758 

39,564 


488,410 

25,076 

0.97 

0.50 


455,111 

31,898 


661,536 

33,466 


2.02 

0.50 


48%-43 44’/2-34'/2 44%-39’/4 49%-42% 44-39% 


(1) In thousands. (2) Calondar quarter (3) It the FIFO method had been used, inventories at the end ol each period In 1976 would have been higher by S93.7t8.000, $99,718,000. 
$98,518,000. and $105,840,000 respectively 
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